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1231 as a loss from the sale of property
used in the trade or business and, to
the extent not availed of as a reduction
of gain under that section, shall be a
loss deductible under section 165(a) (re-
lating to the deduction of losses gen-
erally).

(d) Examples of expenditures. (1) The
expenditures referred to in section 272
include, but are not limited to, the fol-
lowing items, if such items are attrib-
utable to the making or administering
of the contract or preserving the eco-
nomic interest therein: Ad valorem
taxes imposed by State or local au-
thorities, costs of fire protection, costs
of insurance (other than liability insur-
ance), costs incurred in administering
the contract (including costs of book-
keeping and technical supervision), in-
terest on loans, expenses of flood con-
trol, legal and technical expenses, and
expenses of measuring and checking
quantities of coal or iron ore disposed
of under the contract. Whether the in-
terest on loans is attributable to the
making or administering of the con-
tract or preserving the economic inter-
est therein will depend upon the use to
which the borrowed monies are put.

(2) Any expenditure referred to in
this section which is applicable to
more than one coal royalty contract or
iron ore royalty contract shall be rea-
sonably apportioned to each of such
contracts. Furthermore, if an expendi-
ture applies only in part to the making
or administering of the contract or the
preservation of the economic interest,
then only such part shall be treated
under section 272. The apportionment
of the expenditure shall be made on a
reasonable basis. For example, where a
taxpayer has other income (such as in-
come from oil or gas royalties, rentals,
right of way fees, interest, or divi-
dends) as well as income under section
631(c), and where the salaries of some
of its employees or other expenses re-
late to both classes of income, such ex-
penses shall be allocated reasonably
between the income subject to section
631(c) and the other income. Where a
taxpayer has more than one coal roy-
alty contract or iron ore royalty con-
tract, expenditures under this section
relating to a contract from which no
income has been received in the tax-
able year may not be allocated to in-
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come from another contract from
which income has been received in the
taxable year.

(3) The taxpayer may have expenses
which are not attributable even partly
to making and administering a coal
royalty contract or iron ore royalty
contract or to the preservation of the
economic interest retained under the
contract and, accordingly, are not in-
cluded in the expenditures described in
section 272. These include such items
as ad valorem taxes imposed by State
or local authorities on property not
covered by the contract, salaries,
wages, or other expenses entirely inci-
dent to the ownership and protection of
such property and depreciation of im-
provements thereon, fire insurance on
such property, charitable contribu-
tions, and similar expenses unrelated
to the making or to the administering
of coal royalty contracts or iron ore
royalty contracts or preserving the
taxpayer’s economic interest retained
therein.

(e) Nonapplication of section. For pur-
poses of section 543, the provisions of
section 272 shall have no application.
For example, the taxpayer may, for the
purposes of section 543(a)(3)(C) or the
corresponding provisions of prior in-
come tax laws, include in the sum of
the deductions which are allowable
under section 162 an amount paid to an
attorney as compensation for legal
services rendered in connection with
the making of a coal royalty contract
or iron ore royalty contract (assuming
the expenditure otherwise qualifies
under section 162 as an ordinary and
necessary expense incurred in the tax-
payer’s trade or business), even though
such expenditure is disallowed as a de-
duction under section 272.

[T.D. 6841, 30 FR 9304, July 27, 1965, as amend-
ed by T.D. 7728, 45 FR 72650, Nov. 3, 1980]

§1.273-1 Life or terminable interests.

Amounts paid as income to the hold-
er of a life or a terminable interest ac-
quired by gift, bequest, or inheritance
shall not be subject to any deduction
for shrinkage (whether called by depre-
ciation or any other name) in the value
of such interest due to the lapse of
time. In other words, the holder of such
an interest so acquired may not set up
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the value of the expected future pay-
ments as corpus or principal and claim
deduction for shrinkage or exhaustion
thereof due to the passage of time. For
the treatment generally of distribu-
tions to beneficiaries of an estate or
trust, see Subparts A, B, C, and D (sec-
tion 641 and following), Subchapter J,
Chapter 1 of the Code, and the regula-
tions thereunder. For basis of property
acquired from a decedent and by gifts
and transfers in trust, see sections 1014
and 1015, and the regulations there-
under.

§1.274-1 Disallowance of certain en-
tertainment, gift and travel ex-
penses.

Section 274 disallows in whole, or in
part, certain expenditures for enter-
tainment, gifts and travel which would
otherwise be allowable under Chapter 1
of the Code. The requirements imposed
by section 274 are in addition to the re-
quirements for deductibility imposed
by other provisions of the Code. If a de-
duction is claimed for an expenditure
for entertainment, gifts, or travel, the
taxpayer must first establish that it is
otherwise allowable as a deduction
under Chapter 1 of the Code before the
provisions of section 274 become appli-
cable. An expenditure for entertain-
ment, to the extent it is lavish or ex-
travagant, shall not be allowable as a
deduction. The taxpayer should then
substantiate such an expenditure in ac-
cordance with the rules under section
274(d). See §1.274-5. Section 274 is a dis-
allowance provision exclusively, and
does not make deductible any expense
which is disallowed under any other
provision of the Code. Similarly, sec-
tion 274 does not affect the
includability of an item in, or the ex-
cludability of an item from, the gross
income of any taxpayer. For specific
provisions with respect to the deduct-
ibility of expenditures: for an activity
of a type generally considered to con-
stitute entertainment, amusement, or
recreation, and for a facility used in
connection with such an activity, as
well as certain travel expenses of a
spouse, etc., see §1.274-2; for expenses
for gifts, see §1.274-3; for expenses for
foreign travel, see §1.274-4; for expendi-
tures deductible without regard to
business activity, see §1.274-6; and for
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treatment of personal portion of enter-
tainment facility, see §1.274-7.

[T.D. 6659, 28 FR 6499, June 25, 1963, as
amended by T.D. 8666, 61 FR 27006, May 30,
1996]

§1.274-2 Disallowance of deductions
for certain expenses for entertain-
ment, amusement, recreation, or
travel.

(a) General rules—(1) Entertainment ac-
tivity. Except as provided in this sec-
tion, no deduction otherwise allowable
under Chapter 1 of the Code shall be al-
lowed for any expenditure with respect
to entertainment unless the taxpayer
establishes:

(i) That the expenditure was directly
related to the active conduct of the
taxpayer’s trade or business, or

(ii) In the case of an expenditure di-
rectly preceding or following a sub-
stantial and bona fide business discus-
sion (including business meetings at a
convention or otherwise), that the ex-
penditure was associated with the ac-
tive conduct of the taxpayer’s trade or
business.

Such deduction shall not exceed the
portion of the expenditure directly re-
lated to (or in the case of an expendi-
ture described in subdivision (ii) of this
subparagraph, the portion of the ex-
penditure associated with) the active
conduct of the taxpayer’s trade or busi-
ness.

(2) Entertainment facilities—(i) Expend-
itures paid or incurred after December 31,
1978, and not with respect to a club. Ex-
cept as provided in this section with re-
spect to a club, no deduction otherwise
allowable under chapter 1 of the Code
shall be allowed for any expenditure
paid or incurred after December 31,
1978, with respect to a facility used in
connection with entertainment.

(ii) Expenditures paid or incurred be-
fore January 1, 1979, with respect to en-
tertainment facilities, or paid or incurred
before January 1, 1994, with respect to
clubs—(a) Requirements for deduction.
Except as provided in this section, no
deduction otherwise allowable under
chapter 1 of the Internal Revenue Code
shall be allowed for any expenditure
paid or incurred before January 1, 1979,
with respect to a facility used in con-
nection with entertainment, or for any
expenditure paid or incurred before
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